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adjust to the energy problem. Historically, the concern for
equity has manifested itself in the public utility regulation
of electric and gas distribution and transportation companies
to prevent abuse of their monopoly power. In 1954, the Supreme
Court extended Federal natural gas regulations to the wellhead.
More recently, statutory oil price controls were established in
response to OPEC price increases after the 1974 embargo.

The basic principle of efficiency in energy and other markets is
that customers and producers should face the marginal cost of energy.
Pricing in this way creates desirable incentives to conserve and
produce additional domestic energy. Equity concerns for low-income
families and others should be dealt with by separate programs such as
subsidized conservation loans or other special assistance programs to
help lower-income households cope with the higher costs of energy.
Unfortunately, in the past, implementation of regulations to meet
equity concerns has imposed additional economic costs on the nation by
creating price signals that encouraged consumption, discouraged
production, and slowed the adjustment to higher oil prices.

The combination of oil price controls and the entitlements system,
together intended to equalize crude oil costs to domestic refiners,
subsidizes consumption of foreign oil in an attempt to prevent a
transfer of wealth from domestic consumers to domestic producers.
Deregulation will provide a substantial improvement as domestic
prices rise to the world oil price. Equity concerns should be
dealt with by substantial taxes on old oil production and consumer
grants that are not tied directly to the level of oil consumption.

The gas market remains heavily regulated, at least until 1985.
Consumption is encouraged and production discouraged because the
Natural Gas Policy Act did not allow for the very high prices for
oil for which natural gas is usually a direct substitute. As a
result, adjustment in the gas market to high oil prices has been
delayed.

Rate regulation in the electric utility industry holds prices sub-
stantially below the cost of generation from increasingly expensive
new plants. Moreover, this same regulation at the state level has
severely constrained the ability and willingness of utilities to
finance new generating plants even though new coal and nuclear
plants can lead to substantial cost reductions and oil import
savings compared to the oil plants they would replace.

Dependence on the price mechanism to achieve efficiency within the
market system of supply and demand rests on the assumption of free
competition 1n the energy industry. It is clear that normal market
forces cannot now ensure the efficient development of oil resources in
the developing nations. Some believe the level of competition withinf reasons.
